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FINANCIAL 1965 1964 
Gross Income $2,877,469 2,531,892 
Net Income $ 700,236 574,936 
Cash Flow $1,707,510 1,699,451 
Working Capital $ 526,691 1,502,008 
Capital Expenditures $3,689,171 2,061,776 
Shares Outstanding 8,497,353 8,490,250 
OPERATING 
Oil and Gas Liquid Sales — Net Barrels 1,248,730 1,169,165 
Daily Average 3,42] 3,194 
Gas Sales — Net Millions of Cubic Feet 2,789 Li9 
Daily Average 7.6 4 oer 
Wells Drilled — Net 32 36 
Wells Owned — Net 250 220 
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The Annual Meeting of the Share- 
holders will be held at 11:00 a.m. on 
Tuesday, April 12, 1966 at 140 6th 
Avenue S.W., Calgary, Alberta. 
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Operations 


Drilling. During 1965, Fargo participated in the drilling of 60 wells (32 net to 
Fargo) of which 48 (28.25 net) were successfully completed for oil or gas produc- 
tion. This compares favorably with the 29.07 net wells completed in 1964. In 
addition, 12 exploratory slim holes were drilled in the Lloydminster area to evaluate 
certain undeveloped properties owned by the Company. Seven of these tests en- 
countered hydrocarbon-bearing sands favorably located for future development. The 
active 1965 drilling program has enabled the Company to maintain the favorable 


growth rate recorded in recent years. 


Production. Once again the Company recorded significant increases in oil and 
gas production. Oil and gas liquid sales increased 8.3% from an average of 3,151 
barrels per day in 1964 to 3,421 barrels per day in 1965. Wells added in the latter 
part of 1965 have further increased current production indicating that a production 
level of 4,000 barrels per day will be achieved during 1966. 


Gas sales are up 58.6%, from 1,758,945 Mcfs in 1964 to 2,789,337 Mcfs in 
1965. The major portion of this increase was attributable to the commencement 
early in 1965 of production from the East Crossfield Unit. The high liquid content 
of this gas has increased the average selling price of all gas and products from 
14.7¢ per Mcf in 1964 to 20.7¢ in 1965. ‘This represents an increase of 119% in 
the value of gas sales and associated products for 1965. 


Land. During the year, Fargo participated in the acquisition of a number of 
exploratory as well as semi-proven properties in several newly developing areas. 
Extensive acquisitions were made in the Pembina and Medicine River areas of 
central Alberta, while a number of selective leases were acquired in southeastern 
Saskatchewan. The most significant acquisition was the purchase for cash of the 
Canadian holdings of Dea Oil of Canada Ltd. This purchase included substantial 
oil and gas reserves in central Alberta and an interest in 620,931 acres of highly 
prospective, undeveloped lands in Alberta and the Northwest Territories. 


Because of the dry hole at Lundbreck and the lack of interest in further 
exploratory operations at Innisfail, certain portions of these lease blocks were sur- 
rendered in 1965. The net result of the above transactions was an increase of 
approximately 500,000 gross acres for 1965, while Fargo’s net acreage position 
remains virtually unchanged. 


BRITISH COLUMBIA 


Two gas discoveries and four dry holes were drilled on Fargo properties in 
northeast British Columbia during 1965. The most significant of these discoveries 
was a triple zone gas strike drilled under farmout from the Blueberry participants 
in the Inga Lake area. A follow-up well has been scheduled to assist in determining 
the extent of these reservoirs. 

Of the three carried interest wells drilled in the Nig Creek area, one was 
successfully completed for gas production. In the adjacent Aitken Creek area, an 
exploratory test failed to find commercial production. 


Fargo holds interests in 1,141,000 acres in northeast British Columbia, of 
which 608,426 acres (219,177 net.) are located in the general Fort Nelson area. 
All Fargo acreage in this area is of a carried interest nature and no drilling was 
undertaken on these properties during 1965. Major new discoveries in northeast 
British Columbia and northwest Alberta, together with the completion of the gas 
line to serve the Clarke Lake Field in the Fort Nelson area, have generated renewed 
interest by the industry. Fifteen rigs are currently operating in the area and it is 
expected that some tests will be drilled on Fargo’s properties during the current 
drilling season. 
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ALBERTA 


Major discoveries of oil and gas reserves from the Middle Devonian at 
Rainbow Lake in northern Alberta during 1965, have sparked a widespread ex- 
ploration play. Thirty-two rigs are currently drilling within a 100-mile radius of 
the discovery well. By virtue of the Dea acquisition, Fargo holds a 10 per cent 
interest in 186,000 acres located approximately 70 miles southeast of Rainbow. 
Fargo’s holdings are favorably located geologically for production from the Middle 
Devonian and a basement test is planned for immediate drilling on these properties. 


Seventeen wells were drilled on Fargo properties in Alberta during the year. 
Ten were successfully completed as oil wells, while one well resulted in a gas 
discovery. The deep exploratory test drilled under farmout at no cost to Fargo in 
the Lundbreck area, encountered the Mississippian structurally low and was aban- 
doned at a total depth of 14,905 feet. 


Production of Mississippian gas reserves from the East Crossfield Unit com- 
menced in 1965, although the underlying Devonian sour gas reserves remain 
capped. With the improved sulphur markets, large capital expenditures are antici- 
pated during 1966 for the development of additional sour gas reserves and the 
construction of sulphur recovery facilities. 
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SASKATCHEWAN 


Development drilling in the Lloydminster area accounted for 30 gross wells 
(20.9 net to Fargo) of which 28 were successfully completed as oil wells. 


In southeast Saskatchewan, three successful tests were drilled on properties 
acquired in the Flat Lake area and a fourth well is currently drilling. Prolific 
production from the Upper Ratcliffe beds of the Mississippian and excellent pros- 
pects for deeper horizons, make this a most attractive area for exploration and 
development. 


Two wells in which Fargo holds an undivided 50 per cent interest were 
drilled in the Midale area, one of which was completed as a producer. One wholly 
owned well was successfully completed in the Steelman area. 


MANITOBA 


Two wells were drilled in the Waterloo area of Manitoba, each of which 
resulted in marginal production from the Tilston beds. Fargo retained a minor 
royalty interest in the initial test and a 4.2 per cent working interest in the follow-up 
well. 


UNITIZATION 


The unitization of oil and gas fields in western Canada is becoming in- 
creasingly important to the industry and particularly to Fargo. Conservation Board 
regulations encourage early pressure maintenance. During 1965, much time and 
effort was spent by Fargo in unitizing several oil pools in the Medicine River area 
of central Alberta and the South Epping pool in Saskatchewan. 


Basic agreement has now been reached on participating equities for the 
various pools in the Medicine River area. Pressure maintenance in these pools will 


materially improve Fargo’s net revenue and substantially increase ultimate recoveries. 


The South Epping Unit became effective February 1, 1966. Fargo owns 
50.5% interest in this unit and is the unit operator. This unit contains 89 wells 
and is expected to produce 2,500 barrels per day under waterflood. 


It is estimated that unit production in 1966 will account for 50% of the 
Company’s net oil production compared to 18% in 1965. 
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Year ended December 31, 1965 


Oil & Gas 
Gross Net Liquids Gas 
Oil..Gas Oil Gas Net Bbls. | Net MMcf 
8 7.00 21,703 
181 9 165.59 9.00 509,650 67.2 
9 7.50 22,100 
198 9 180.09 9.00 553,453 67.2 
18 39 3.90 9.46 157,403 500.8 
58 Qi 18.94 2.70 156,418 
47 21.99 82,846 ay 
19 4.32 34,311 
142 66 49.15 12.16 430,978 501.5 
984,431 568.7 
13 9 5325) 3.76 70,993 2,076.7 
als 15.67 108,205 39.8 
14 9.70 49,692 
44 9 28.62 3.76 228,890 2,116.5 
1,213,321 2,685.2 
35,409 104.1 
384 84 257.86 24.92 
Oil Gas Dry Total 
Gross Net Gross Net Gross Net Gross Net 
2 36 + -90 6 1.26 
102 3.87 1 25 6 = 1,90 1H 6:02 
34 23.74 2 .70 36 24.44 
1 .03 ] .03 
45 27.64 3 61 12 3.50 60); 23h75 


Total Acreage . 


Producing 

Oss Net 
1,020 860 
7,639 6,772 
380 320 
9,039 7,952 
215332 5,230 
10,240 2,076 
1,960 934 
760 17s 
34,292 8,413 
43,331 16,365 
16,242 VMAS) 
2,460 1,298 
560 480 
19,262 9,557 
62,593 25,922 


Non Producing 


Gross 


£119,721 
466,937 
79,745 
10,548 
398,005 
2,074,956 


Net 


321,589 
172,141 
37,872 
1,482 
80,160 


613,244 


*Figures in Wells Owned and Acreage columns represent wells and acreage contributed by Fargo to the units at the time they were 


formed. 
Holdings 
(Shares) 
1 to 100 
101 to 500 
50 to) 2,000 


1,001 to 5,000 
5,000 to 10,000 
Over 10,000 


General American 
Total Non-Broker 

Brokers . F 
Grand Total 


% . 


Number of Shareholders 


Year ended December 31, 


U.S Canada Other Total % ULSs 
10,057 A476 > 2) 10,554 558,059 
3,384 185 8 Sheer 886,892 
627 47 2 676 556,732 
296 37 333 617,029 
35 2 37 255,199 
21 4 725) 489,470 
14,420 751 31 15,202 3,363,381 
1 1 2,288,626 
14,421 Zou 31 15,203 5,652,007 
413 141 2 556 1,734,997 
14,834 892 33 15,759 7,387,004 


1965 


Number of Shares Held 


Canada 


Other Total 


24,146 
51,032 
39,462 
85,341 
16,006 
72,336 
288,323 


288,323 
816,709 
1,105,032 


160525 2 3835257, 
1,900)-.939,824 
2,000 598,194 
702,370 

271,205 

561,806 

4,952 3,656,656 
2,288,626 

4,952) 5,945,282 
365 2,552,071 
231% C4e9,505 
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The significant improvement in the second half of 1965, as forecast in the 
Interim Report, enabled the Company to exceed the previous record high income 
and net profit of 1964. 


Gross Income. The increase of $345,577 to $2,877,469 is the net result of an 
increase in oil and gas revenue of $576,063 and a decrease in royalty income of 
$230,486 due to the termination of the Pembina royalty. The main contributions 
to the increase in oil and gas revenue were the East Crossfield Unit going on 
stream, the development of properties at Pembina and Medicine River, and the 
acquisition of Dea’s interest in producing properties. 


Cash Flow. The 1965 total of $1,707,510 is $8,059 higher than the previous 
year. This increase was achieved notwithstanding a $230,486 decrease in royalty 
income caused by the termination of the Pembina royalty in 1964. 


Interest - met. The interest from the financing of the Dea acquisition ac- 
counted for approximately $70,000 of the $93,237 increase for 1965. 


Depletion and Depreciation. The decrease of $149,988 is a combination of a 
reduction of $185,000 due to the 1964 termination of the Pembina royalty, and 
an increase of $35,012 for other properties. Although new wells and increased 
sales resulted in charge-offs greater than $35,012, they were partially offset by im- 
proved reserve estimates on previously developed properties as determined by the 
annual review of independent consultants. 


Capital Expenditures - Exploration and Development. The 1965 expenditures 
of $1,385,255 were incurred in the development of properties at Pembina ($99,000), 
Medicine River ($274,000), Flat Lake ($161,000), Lloydminster ($392,000) and 
other locations ($76,000). In addition, $383,000 was spent on unitized areas, of 
which $211,000 applied to field gathering and secondary recovery systems in the 
Lloydminster area. 


Unpaid Production Payments. The above exploration and development, the Dea 
acquisition, and the acquisition of other properties resulted in an increase in oil 
payments outstanding to $4,317,904 at December 31, 1965. This is an increase of 
$1,465,959 over 1964. 


Working Capital. Considerable cash was used during 1965 for capital expendi- 
tures, which reduced working capital to $526,691 at December 31, 1965. However, 
the ratio of current assets to current liabilities of 2.1 to 1 is sufficient to meet 
current requirements. 


For the Years Ended December 31, 1965 and 1964 


UNEXPENDED BALANCE AT JANUARY 1 


FUNDS RECEIVED FROM 
INGE prone yee ee 
Non-cash items eliminated: 
Depletion and depreciation 
Other items 


Net cash from operations 
Proceeds on disposal of fixed assets . 
Sale of shares (Employees’ stock option) 
Production loans received 


FUNDS EXPENDED FOR 


Acquisition of permits, leases and royalties . 

Development of properties including 
equipment thereon . 

Other equipment =... 40 ae 

Payment of principal on production loans 

Payment. of installment on notes payable 


UNEXPENDED BALANCE AT DECEMBER 31 


Represented by: 
Current assets . A tec ag tee 
Current liabilities, exclusive of notes payable 


1965 


$1,636,808 


$ 700,236 


634,139 
37,604 


1,371,979 


3,613 
7,103 
2,496,000 


$3,878,695 
$5,515,503 


$2,293,103 


1,385,255 
10,813 
1,030,041 
134,800 


$4,854,012 


$ 661,491 


$ 987,438 
329,947 


$ 661,491 


SYNOPSIS OF ACCOUNTING PRACTICE 


Costs of unproductive wells are charged against income as incurred. 


Lease rentals are charged against income as incurred. 


Costs of geological and geophysical work are charged against income as in- 
curred, except on Reservations and Permits, where such costs are capitalized. 


Acquisition costs of all lands and leases are initially capitalized. 


1964 


1,390,383 


574,936 


184,127 
46,113 


1,405,176 


23,575 
7,662 
2,096,000 


3,532,413 
4,922,796 


432,260 


1,591,362 
38,154 
1,089,412 
134,800 


3,285,988 


1,636,808 


1,897,248 
260,440 


1,636,808 


Acquisition costs of productive lands and leases together with costs of pro- 
ductive wells thereon are capitalized and amortized annually on a unit of production 
basis. ‘This amortization is seared by applying to such costs the percentage that 
oil produced during the year bears to the estimated reserves. 


Costs of undeveloped properties are carried in the accounts until such time 
as the properties become productive or are abandoned. The costs of abandoned 


properties are written off at the time of abandonment. 


The costs of plant and equipment (other than lease and well equipment) 


are depreciated on a straight line basis. 


BALAN CI 


ASSETS 
1964 
CURRENT ASSETS 
Cash 1,210,263 
Accounts pecmable 574,248 
Inventories of crude oil, at spores rare value 14,456 
Oil well supplies at average cost 96,585 
Prepaid expenses . 1,696 
Tor current assets . 1,897,248 
INVESTMENT IN OTHER COMPANIES — at cost 
CNo quoted market value) 
Notes and debentures ‘ 426,055 
Shares : 4,267 
ADVANCES AND DEPOSITS . 40,355 
OIL AND GAS PROPERTIES, PLANT AND EQUIPMENT 
CNotes 1 and 4) 
Developed oil and gas properties 9,642,514 
Less allowance for depletion and denhemauor : 3,702,929 
a. 5,939,585 
Less unpaid production payments . 2,851,945 
3,087,640 
Undeveloped leases and royalties . 5,352,380 
Other equipment including dehydrating plant . 886,146 
Less allowance for depreciation 596,938 
289,208 
Total oil and gas properties, plant and equipment (net) . 8,729,228 
ORGANIZATION AND FINANCING EXPENSES, less 
amounts written off . . 6,401 


11,103,554 


See accompanying notes to the financial statements. 


_ DECEMBER 31, 1965 


at December 31, 1964) 


LIABILITIES 


T LIABILITIES 
Ot te yable and comes expenses 0 a A Ae ee 260,440 
3 within one MOAN Ce 6s oes Mie OL Meu igen mtr eee 134,800 
| Total current Liab ities 00 8 ee eu aes 395,240 
T a) PAYABLE ee 808,798 
amount due within one year... CN as 134,800 
673,998 
» EQUITY (Notes. 3, 4 and 5) 
mon shares of $1 par value per share. 
rized 9,000,000 shares; outstanding 8,497,353 shares, 1965 
Oe a eines. VOG4 ig ae Sas akg ae 8,490,250 
rplus per Siiaced: statements. Cy! ue ere eas 448,977 
"8,939,227 
er attached statement BO Se Ge Mansa ana 1,095, 089 
10, 034, 316 
Approved on behalf of the Board: 
(ee aa ee ic sere Director 
tie ae 
gis , 4 2) Cet i 
GL 2 th TNS, ik Soap Eh ee een 
11,103,554 


(This is the balance sheet referred to in the report of Peat, Marwick, ‘Mitchell & Co, 
BRE wii jee Chartered Accountants, dated February 11, 1966.) 


Fargo 


STATEMENT OF PROFIT AND LOSS 


Year ended December 31, 1965 


(with comparative figures for the year ended December 31, 1964) 


1964 
INCOME 
Oil and gas revenue less royalties . 2,220,134 
Royalties 311,758 
2,531,892 
OPERATING EXPENSES 
Operating expenses, exclusive of those set forth below . 515,031 
General and administrative expenses (including directors’ fies $4, 200) 2 228,623 
Depletion and depreciation 784,127 
1,527,781 
1,004,111 
OTHER CHARGES (net) 
Non-producing lease rentals 139,040 
Dry holes and abandonments . 181,743 
Leases surrendered 19,605 
poy! 340,388 
Miscellaneous Cincome) expense (6,478) 
Gain on disposal of fixed assets C772) 
Interest — net . 102,437 
429,175 
NET PROFIT CNote 6) . 574,936 
See accompanying notes to the financial statements. 
ANALYSIS OF SHAREHOLDERS’ EQUITY 
Year ended December 31, 1965 
Common Shares Statement of 
Paid-in Earned 
Number Par Value Surplus Surplus 
Balance December 31, 1964. . . . . Mee 8,490,250 $8,490,250 448,977 1,095,089 
Add: 
Stock issued to employees under 
stock option’ plan CNotei3 yo go 7,103 7,103 11,720 
Net pratit tor the yearn e's aera te ae 700,236 
Balance December. 311965 (an soe Beet 8,497,353 $8,497,353 460,697 13795,325 


See accompanying notes to the financial statements. 


December 31, 1965 


1. The cost of developed properties includes the unpaid balances of amounts pay- 
able solely out of production. Since the obligations are considered as liens 
against the properties and since there is no direct liability to the Company 
these amounts are shown as deductions from the property accounts on the 
balance sheet. It is the Company’s consistent policy to expense all lease rentals. 


2. The 5% notes payable are unsecured and are repayable by equal instalments of 
the principal amount on the first day of July in each of the years 1966 to 
1970. 


3. During the year the Company issued 7,103 shares under an employees’ stock 
option plan for a cash consideration of $1 per share. The excess of the 
market value at December 31, 1964 over the price paid was charged to 
employee benefits. The Company set aside 75,000 shares (of which 25,000 
were set aside in 1965) for the plan and at December 31, 1965 a total of 
42,438 shares had been issued and options had been granted on 3,205 
additional shares at $1 each. 


4. Oil and gas properties, plant and equipment are shown in the accompanying 
balance sheet at cost except as follows. Certain petroleum and natural gas 
properties and undeveloped acreage were revalued as of January 1, 1962 by 
a net amount of $8,311,841. This restatement of values, which was based on 
engineering estimates, resulted in a charge to deficit. 


5. As of December 31, 1962 the Company appropriated an amount of $10,751,281 
from paid-in surplus to be applied against the reported deficit at that date. 
This transaction was approved by the shareholders. 


6. No provision has been made for taxes on income since the Company has ex- 
pended more than sufficient amounts on drilling and exploration costs which 
may, for income tax purposes, be applied against the reported earnings so 
that there are no income taxes payable. 


We have examined the balance sheet of Fargo Oils Ltd. as of December 31, 
1965 and the statements of profit and loss, paid-in surplus and earned surplus for 
the year ended on that date and have obtained all the information and explanations 
we have required. Our examination included a general review of the accounting 
procedures and such tests of accounting records and other supporting evidence as 
we considered necessary in the circumstances. 


In our opinion, and according to the best of our information and the ex- 
planations given to us and as shown by the books of the company, the accompanying 
balance sheet and statements of profit and loss, paid-in surplus and earned surplus 
are properly drawn up so as to exhibit a true and correct view of the state of the affairs 
of Fargo Oils Ltd. at December 31, 1965 and the results of its operations for the 
year ended on that date, in accordance with generally accepted accounting principles 
applied on a basis consistent with that of the preceding year. 


Calgary, Alberta. 
February 11, 1966. 
Peat, Marwick, Mitchell & Co., 
Chartered Accountants 


106°+1 


ZOL6 L1O‘LI 969'L1 079°L1 9681 coeLT ser Ll 906 ‘ST bS/SI 
CrO69L'S  SP6'E9L'D = STO'bSE'S «= HIP'LSH'B «= OSP'79P'B = GTS‘OLH'B «= LOL'S/'BBBS'TBH'B. «= «OST6H'8 ss ESE'LOW'B 
189°8L2 999 L6L b9E 6b6 €10'006 €0¢ b06 €S8'86L €86°8C9 698°CrS ILL"9b9 991'6£9 
goo'sog'z — €0S‘088'T ~=—s-« GUE BCB'T = HEH HHB'T £69769 CLS 8bc COLO F69'T LEL‘et9'l 969°269'T 6bS‘LEL7C 
cOz 8bZ (902) 66€ CZIZ) 69S (ZI) LSS CGI) OLE (SIZ) B6E (OIZ) HEE (OZ) SLE (OSE) SIP 
ce Cr CO?) 6S (81) 99 CCL (OC) OL Coe). 08 Ci) 82° 8 AZ (10) SE 
OLI €OT (981) OFE C6l) 66h COI) O8h CZAL) bOc (COI) BIE =CEGI) BS% = COZ) HOE =—- CE). «OVE 
9% as [ym GD os Gee CO Oa a 
€I si (9) €1 Gh) 6 COL 61 (1) 1 CS) 0¢ Ca poe! () TI 
9 Ol (> 8 CF Co). OL Ces (OS c I Cbs 
l I¢ Cet) th CL) €t C61) LC Zo) Colo 1c CIZ) 9¢ (67) 69 (80) Sb 
= — = CIL LETT OL2°€19'T 000‘8€9‘T Chr Le6 | 961988 I Ch6 8S2 I LEC 6SLT 
F6L1+9 SCOCEL 8ST ‘96 19¢°996 ZIE‘LS8 1€0‘F08 C6956 €19'SL0'I C6C ESL I OFZ ‘8re'I 
11026 608°7S9'I LSC9CS OL8‘0¢r COE SE £69 917 LEO SSE €QG‘Ccc I 800°70S I 169°97S $ 
18°99 /8¢O10 7 6LL'LbU7 £EC FO | 1¥e'806 808°S8S  €8e'TOL €81‘S88 79C16S'I osc S8¢ I$ 
COb ES 9GP TLL 689°970 I C88 PEL I GOI Pre I 108°728 818 9¢7 I GhS‘9ES'T [St 669'I OILS Z0Z'T$ 
76S‘SII GGG ce 60b CSI pOL LSI $60°L67 ILE9CE $88 0&7 OIL Le Q8EOFE cEeleze $ 
€60‘687 97860 OSS trl I 698'86c I c0Z‘Z20'T $02,196 698 002 BEG LS/. LEVY8L 6El'be9 §$ 
09L'8b ¢10°6¢ Coss‘00€) = CISZ‘I Ze) (v6908) .. Cle SIb) 690°S67 168°00S 9€6 PLS 9€7 00L $ 
bb6 LOC I SCS brs‘ I $97 1ZO'T Chb OCT 802098'T Chr CL9'1 COS F807 119°667C'7 768 TEST 69+‘ LL8°T$ 
9561 LS61 8661 6561 0961 1961 7961 £961 b961 S961 


ALSCWUING 1v9z Uo 


: SIopfoyeleys jo Toguinyy 
aie SuIpUrysInGC) SOTEYS 


dHH.LO 


. . . . 


* soloy ON 


SIIDY SSOID 
:peuMO) asvaLDY 


. . . . 


. ° . * . 


* [eIOL 

poh ee GEG 

eee 
GeND SSOIS) 
—PsUMQK si[a\\ 


ee ae 
. . . . . . . Ald 
Ge 
foc 2 Se 
(¥eN) ssorsy 
Pea Ste 
SPINI—S2TCS seg 
sjaleg—sees 
pmbry] ses) pue [IO 


ONLLVdidO 


+ . . 


‘+ + yeytdes SuryIo/\y 
: quouidoyaaoqd 
pue uoneiojdxq 
uo sainjipuedxy 
MOT Ysed 
sjejuey asevay pure 
syuauuopuegqy ‘sajop{ Aid 
uonezyioury pue 
uoyenDaidagq ‘uoneideq 
(ssOT) 10 I1OIg ON] 


oWlooUuyT SSOIF) 


TTVIONVNIA 


. ° 


. . 


. . 


16 


